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FADING PROFITS REQUIRE ACTION 
By Frank WILLcox ..... 421 
A partner of Price Waterhouse al Company, Mr. Willcox has had 
a varied career as teacher, lecturer, author and executive. He was 
educated at Cambridge University, was for a time a Master at 
Trinity College School, Port Hope, Ontario; and was admitted to 
the Institute of Chartered Accountants of Quebec in 1933 and of 
Alberta in 1951. During World War II, Mr. Willcox served in 
the Atlantic in the Canadian Navy and in the Mediterranean on 
loan to the Royal Navy. He organized and was for 15 years Vice- 
— and Managing Director of Corporation Management 
imited. 


THE “= OF BREAK-EVEN POINTS IN POLICY DECISIONS 
By ALEXANDER CAMPBELL ... 
Mr. Campbell, who is Treasurer and C: mptroller of Wenen 
Canada Breweries Limited, is a member of the Ontario and British 
Columbia Institutes of Chartered Accountants. After serving 
articles with Clarkson Gordon and Company, Mr. Campbell has 
been associated with engineering, industrial and brewing firms in 
various accounting capacities. In 1950 he moved to Vancouver to 
assume his present position. Mr. Campbell was the Charter Presi- 
dent of the Vancouver Control of the Controllers’ Institute of 
America (1951-52) and is Director of the national organization of 


the Controllers’ Institute (1953-56). 


SOME SIGNIFICANT ISSUES CONFRONTING MANAGEMENT 
Pane. Discussion 

This discussion formed a part of the Technical sessions of the 33rd 
annual Cost and Management Conference in June, 1954 at Bigwin 
Inn. The Chairman was J. M. Thompson, Vice-President of Cana- 
dian Westinghouse Limited. Other members of the panel were 
Grant Littlefield, Manager T.B.A. Sales, Canadian Oil Companies 
Limited; E. L. Jones, Secretary-Treasurer, George Weston Limited, 
and A. R. Winnett, Vice-President, Finance, John Inglis Co. Ltd. 
and English Electric Company. 
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Editorial Comment .. . 
MANAGEMENT TRAINING 


“To choose men with the right qualities to lead the nation’s business 
institutions in the next generation is the most important of all the great 
responsibilities facing . . . business executives today” — Lyndall F. 
Urwick — A.M.A. Report on Management Education — March, 1954. 


The above statement is the conclusion of a distinguished British 
management specialist who has recently concluded a study for the 
American Management Association. It is a statement with sufficient 
positive assurance inherent in it to arouse anyone not previously aware 
of the extent of management’s concern with the dearth of executive 
manpower. And there is a shortage of executive manpower. The pre- 
occupation of industry with unions and the labour force during the 
1940’s resulted in potential management personnel receiving less than 
their due proportion of management’s attention. Now that there is an 
ample supply of labour, top management has found time to discover the 
shortage of management material. Whether or not we agree with the 
skeptical old guard who described management training as a “studied 
program of mediocrity”. or with the avant-garde who look on manage- 
ment training as a wonder drug for all of industry’s ailments, we must 
realize that management training is one of the most fashionable occupa- 
tions in industry today. 

While there is a great variety in the forms, methods and aspects 
of these training programs, few firms will confess that they are doing 
nothing at all. Job rotation, on the job coaching, increased delegation 
of responsibilities, junior boards of directors, and special advanced 
university courses are devices which individual firms are employing. 
However, perhaps the most spectacular increase in this activity is that 
of extra-curricular education by universities and by technical and pro- 
fessional societies. Night lectures, correspondence courses and confer- 
ence participation are getting to be the rule rather than the exception 
for all employees who aspire to any degree of participation in manage- 
ment responsibility. 

The faster tempo of this phase of industrial activity in the last few 
years has furnished enough evidence to know what makes such a pro- 
gram a success or a failure. No plan in a company can succeed without 
the support of top management. Busy senior executives have frequently 
hired self-styled experts with a glib jargon of personal selection and 
psychology and then dismissed the problem from their mind as a com- 
pleted task. If top management does not take a program seriously it is 
inevitable that junior levels will follow their example. Participation of 
top management to the extent of surveying its own needs and setting its 
own objectives would prevent a lot of wasted effort and expense with the 
resulting disillusionment in any plan. Top management must also par- 
ticipate in the practical long-term phase of training with on-the-job- 
coaching, with more delegation of responsibility, with devices clarifying 
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lines of promotion, by outlining responsibilities, and above all, by 
giving personal encouragement where possible. There are few persons 
who question whether the development of an executive is worth the 
price paid in the currencies of effort, time and money. 


And what does management training have to do with the Cost 
Accountant? Is he more likely to be considered as a candidate for top 
management because of his particular training and experience? We 
submit that he has no better and no worse prospects than the salesman, 
the production foreman, or any other member of the firm. The essential 
qualities of an executive are outside any technical qualifications. Energy, 
ability to “get along with people”, optimism, intelligence, — none of 
these qualities are limited to any sphere of technical training. At its 
best, management training is the catalyst that hastens the development 
of these qualities in the potential executive. 














FOR MORE EFFICIENT HANDLING OF YOUR 


COST ACCOUNTING METHODS 
ALWAYS 
SPECIFY 
BARLOK 
BINDERS 

Sreatin 


MADE IN CANADA 


The Flat-Opener Bar holds the find that the lift-bar makes remov- 
covers of the Barlok Binder flat ing and inserting sheets easy with 
against the| desk. Barlok Binders up to six inches of capacity. The 
provide “full-page” visibility. You'll cost is surprisingly low! 


Ask your Dealer to demonstrate the advantages of Barlok Binders. 


“ LUCKETT Loose LEAF. LIMITED 
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Burroughs Sensimatic “50” 
a full-size accounting machine 
at a new low cost 


The sensational new Burroughs 
Sensimatic thrifty “50” accounting 
machine at its amazingly low price 
is big news in the field . . . headline 
news for businesses large and small. 


The Sensimatic ‘‘50”’ is an outstant- 
ing addition to the Burroughs Sens- 
matic family . . . a full-size fully auto- 
matic accounting machine. 


Never before has such a machine 
been offered at a comparable price. 
And you save every day on ledger 
and statement form costs with the 
Sensimatic ‘‘50.”’ Extra savings are 
yours, too, because it’s so easy to 
operate that beginners quickly be- 
come expert. See it! Try it! Call your 
nearest Burroughs branch or write 
Burroughs Adding Machine ol 
Canada, Limited, Windsor, Ontario. 








WHEREVER THERE’S BUSINESS THERE’S Burroughs 6) 













C& M Round-Up... 


By N. R. Barroort, R.I.A. 












How Much Do You Save? Millions 
Year end Year end 
1938 1953 
Currency and active Bank deposits 659 3,017 
Inactive Bank deposits 1,184 3,838 
War Savings Certificates and Canada 

Savings Bonds _ 1,631 
Government of Canada market issue 970 3,950 
Trust and loan companies 176 435 
Credit Unions . ae od oon 17 456 
P.O. Savings Bank . errr peeree eer . 24 37 
Others .......... er 118 315 
TOTALS 3,148 13,679 






Pulp and Paper 
Wood pulp production all grades, exceeded 9 million tons in 1953. 
Up 6.3% from the year before. 
Annual business worth in the neighbourhood of 1.2 billions. 
Total number of employees 59,000. 
Total number of mills — 131. 




























Production of newsprint in Canada and the rest of the world shows: 
Canada 5.687 million tons 
US.A. . 1.147 million tons 
“hq” Britain ‘3 .601 million tons 
chine Balance of world 3.156 million tons 
| 10.591 million tons 
Canada produces 53.7% of world total. 
rroughs Total exports of newsprint is 5.387 million tons of which 4.917 
inp million tons goes to the U.S. 
‘th Total value of exports .619 millions. 
\d small, 
setuail Own or Lease Management Methods 
“ager Should you spend capital for a new building or rent to make that 
‘ new line of products? 
sila A few of the considerations are: 
e price. What is the expected economic life of the products to be manu- 
Haga factured in the building? 
ngs are Would the restrictions and qualifications of a rental plan be 
easy t0 insurmountable? 
x aed Are there company plans in the making which would employ 
r write capital to greater advantage? 
wid What is the projected trend of gross profit margins? Will they 
narrow in succeeding years? 
Will ownership of a building be desirable or important in 30 years? 
417 











COST AND MANAGEMENT 
Will the facilities be strategically located in relation to long range 
future markets? 
What are the obsolescence possibilities of the planned building? 


What is the tax future? An increase in the tax rate would make 
rental financing more favourable than debt financing. Conversely, a 
decrease would make debt financing more attractive. 


Trend of Business Failures Financial Post 


More failures this year than last. 
The record for six months January to June, 1953 and 1954 is as 


follows: 1954 1953 
No. Liabilities No. Liabilities 
Manufacturing . 76 7.652 million 48 2.888 million 
Wholesale Trade 34 1.155 million 22 1.068 million 
Retail Trade 166 3.026 million 123 2.792 million 
Construction 46 2.740 million 32 ~=—-.748 million 
Commercial Service 22 -721 million 14.277 million 
TOTAL 344 15.294 million 239 7.773 million 


The retail food trade still leads in failures with retail furnishing 
and retail apparel second and third. 

The market trend towards elimination of weak business continues. 

Inexperience during a true competitive period is the cause of most 
failures. 

Many are of the “Hazardous” type which operated with little or no 
reserve during the boom period. 

As the weak concerns are gradually pushed into insolvency, the 
sound concerns will be left and the failure figures should level down- 
wards. However, this may not be for several years. 


Fires 
Did you know that... . 
There were 570,422 fires of all kinds in Canada in the past 10 years? 
The property loss was 644 millions? 
Per capita loss amounted to $43.72? 
4,558 people lost their lives? 
Major fires last year reveal... 


81 manufacturing fires 16.5 millions lost 
42 mercantile fires 5.8 millions lost 
28 hotel and habitational fires 2.8 millions lost 
19 school and church fires 2.5 millions lost 

3 ship fires .46 millions lost 
20 storage building fires 4.2 millions lost 
15 miscellaneous fires 1.6 millions lost 


Total number of fires of all kinds in 1953 were 67,521. 
Property loss 83.6 millions. 
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If you are interested, here are the causes in order of importance: 


Smokers’ carelessness she Lette eee .v 26,690 
Stoves, furnaces, boilers and smoke pipes 6,157 
Electrical wiring and appliances 5,768 
Defective and overheated chimneys and flues 2,302 
Matches ..... 2,491 
Petroleum and its products 2,020 
Hot ashes, coals, open fires 1,560 
Lightning .. 1,905 
Lights, other than electric 1,267 
Sparks on roofs as 491 
eee ere ° 494 
Spontaneous ignition .......... oxchexedp ieee . 360 
Incendiarism ................... aston aspera .... 448 
Miscellaneous known causes ... ae 7,442 
Unknown ......... oer . 8,076 

TOTAL 67,521 


The Construction Industry In Canada Is Big Business 
In 1954, 508,000 employees, 317,000 contractors’ employees. 
84,000 utilities, 55,000 Government and 52.000 others. 
Average annual income per employee — $3,276. 
Total value in 1954 — 3.866 billion. 
Including repairs — 4.83 billion. 
Total value in 1947 — 2.016 billion. 
By building category the record shows this year: 


Value Increase over 1953 
Residential 1.122 billion Plus 4% 
Industrial .362 billion Minus 5% 
Commercial 454 billion Plus 12% 
Institutional . . .376 billion Plus 26% 
Other . 89 billion Plus 13% 
Total building 2.403 billion Plus 7% 
Engineering construction . 1.463 billion Plus 3% 
PERSONALS 


Clarence H. Wallace has been appointed Office Manager at the 
Milton, Ontario plant of Ontario Steel Products Company Limited. He 
was formerly at the Chatham plant of that company. Mr. Wallace was a 
student member of the Kent County Chapter and will now become a 
member of the Hamilton Chapter. 

John R. Griner, R.I.A., of the Toronto Chapter has been appointed 
Treasurer of Intercounty Natural Gas Company Limited. He will 
maintain his present position with Stone & Webster Canada Limited 

Jules Auger, a member of the Quebec Chapter, has been promoted 
to Office Manager of the “Le Soleii Limited” Newspaper Company. 
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Books in Review... 


BUSINESS FINANCE HANDBOOK 
Edited by Lillian Doris, Prentice-Hall Incorporated, New York, 1953 
pp. 919. $10.00. 


Reviewed by Georce Mo.ter, D.Juris, C.A., R.I.A. 

This handbook, to which 23 experts have made their contributions 
in their special fields of endeavour, attempts to give the business man 
full information on all questions of financial management. 

One sometimes wonders for whom handbooks are being written. 
In this case, it can be fairly stated that the volume takes its rightful 
place, not only in the business man’s library who has no formal educa- 
tion in financial management, but will also supply the controller, chief 
accountant, general accountant or members of the top management 
group who did not come from the financial side of the business with 
valuable information on numerous questions which may crop up in the 
life cycle of a business enterprise. 

It could be expected in a volume written by so many authors that 
the individual chapters are not on an entirely even level, but, actually, 
in this handbook most of the items are written in an easily under- 
standable language for the layman; the contents is almost invariably 
high-level compilation of the available information on the particular 
subject and a handy source of reference on many questions which the 
person seeking information would otherwise have to search for in recent 
publications, magazine articles, ete., which is a particularly difficult task 
for the business man not experienced in research and study. 

The volume is, of course, compiled for the United States and several 
chapters would need to be annotated in order to be applicable to Cana- 
dian conditions. For instance, “the Preventive Law in Financial 
Matters”, the last chapter, could not be used without careful enquiry 
as to the procedure under Canadian law. This also applies to the 
chapter “Dealing With Embarrassed Debtors and Estates”, because of the 
difference in the bankruptcy law in Canada and the United States. 

Apart from this not too substantial restriction of which the Cana- 
dian reader will be doubtlessly aware, I found the handbook well 
arranged and easy to use over the past few months, although the Index 
is not perfect; this again is a condition which one should not reasonably 
expect. I looked, for instance, for a reference “Return on Investment” 
without success but the chapters, “Concept of Working Capital”, “Esti- 
mating Working Capital Requirements”, “Working Capital Manage- 
ment”, and “The Techniques of Fixed Capital Management” provide 
sufficient material for the answer to the question I was interested in. 

It could be stated that if a business man wishes to educate himself 
in the science or art of financial management, this handbook gives him 
all the required material for equipping himself with the theoretical 
knowledge which, perhaps, not even a commerce graduate would en- 
tirely possess. It will, of course, take the layman probably a year or 
more to study, digest and properly utilize this valuable handbook. 


120 

















Fading Profits Require Action... 


By Frank Wittcox, C.A., 
Partner, Price, Waterhouse & Company. 


The author sees fading profits from four main approaches, as an inde- 
pendent consultant, or an analyst delegated to investigate the problem 
might see them. The approaches are: status of the executive management 
and of company organization; application and use of information to be 
extracted from the financial statements; the necessity for modern 
accounting and administrative control; and the importance of adequate 
management reporting to provide control. In the course of the article 
he deals with what is actually meant by profit and the implication of the 
definition of fading profits under a system of free enterprise. 


HE SUBJECT “Fading Profits Require Action”, is timely, for com- 

petition is rising steadily; no longer are buyers waiting in line to 
purchase goods. When applying these present-day conditions to the sub- 
ject of profits, it is interesting to note that relatively few of today’s top 
executives under 45 years of age have operated as executives under 
really tight competitive conditions, a situation which may bear some 
relationship to a reference in the Abstract of Statistics for the U.S.A. 
Government Printing Office, Washington, 1951, namely, that of the 
3,163,600 new businesses opened in the United States during the period 
1944-1951, 2,141,900 have been discontinued, a survival rate of 32% — in 
a period of uninterrupted prosperity. 

I am quite sure that no one will quarrel with the statement that 
fading profits require action, whether he be an individual engaged in 
business for himself or an employee of a large corporation. Some may 
say that the statement is axiomatic on the grounds that any organization 
worthy of the name is alive to fading profits. Actually, that is not 
always the case. Alertness may be numbed by the thought, which soon 
becomes transformed into a fixed and final explanation, that since we 
are in a period of minor recession it is to be expected and accepted that 
operations will be less profitable. The acceptance of this general ex- 
planation gives rise to a convenient number of plausible reasons in 
support of it, evidenced by the financial statements, which may imme- 
diately suggest themselves to Management: reduction in volume of 
sales, falling inventory values, increased labour costs, more acute over- 
seas competition and so on. But are these, or any one or combination 
of these, the real reason for the fading profits? Or are there other or 
more fundamental explanations for the decreases? 

The crux of the problem, is — does the business really know where 
it is going? Does it have at its disposition the sensitive controls that 
are available to modern management to determine with assurance the 
results of its operations and the reasons for those results? Equally 
important, does it project into the future the results that may reason- 
ably be expected? 

To best deal with the subject let us assume that a medium-sized 
company retains an independent consultant or delegates one of its em- 
ployees to report on the falling profits shown by its financial statements. 
*Presented at Annual Conference, S.I.C.A. of British Columbia, Sept., 1954. 
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Organization 

The systems analyst to whom the assignment is entrusted would 
approach the work with a series of questions in his mind that cry out 
for immediate reply. What is the sales trend? What are the com- 
parative ratios of gross profits to sales? Are the company’s financial 
statements accurate and reliable? These and many such questions will 
urge themselves upon the keen and conscientious consultant. 


But he will, I trust, thrust them firmly from him. His first 
approach will be to obtain a clear understanding of the management 
organization of the company from the executive down to the supervisory 
level, not only of the company proper but also of any subsidiaries or 
branches it may have. Then, and only then, is he in a position to look 
down on and obtain a true perspective of the business in all its rami- 
fications and to relate the details with which he will later be concerned 
to the organization as a whole. It may be that out of this work — and 
it is work of the highest class, sensitive, concentrated and demanding 
— that the first glimpse of the reason for fading profits will appear. 

I submit that no matter how high may be the calibre of employees 
engaged in operating the various departments of a business, it will falter 
and eventually founder in the face of stiff competition if its executive 
management and its organization is weak, for the efforts made by 
operating, sales, merchandising, research, or financial management will, 
in the long run, be diluted or even rendered nugatory by deficiencies in 
executive management or serious defects of an organizational character. 

I cannot stress too strongly the importance of a sound organizational 
structure. It affects every nook and cranny of the business; it is the 
keystone of control; and without it the business is sick. 

The first step in the survey may reveal that the company organiza- 
tion depends, as it does in a number of businesses, on one dominant 
personality. If this be so, the analyst will study the condition with 
care in order to determine its implications, © 

The subject is referred to in “Mine Accounting and Financial 
Administration”, the citation, so far as is material, being “it is obvious 
that the closest attention requires to be given to the quality of the 
management. The officers and men of a warship reflect the character 
and personality of her commanding officer, and her efficiency and success 
are measured to a large extent by his ability; so it is in the case of 
companies. It is requisite therefore that attention be given first and 
foremost to the guiding hand that directs the operations of the company 
under consideration and to the quality of the internal organization 
created to carry on and expand the strategy and tactics formulated by 
its motivating personality.” Thus, I suggest that close attention be paid 
to the effect on the corporate organization when the reins of the 
business’s affairs are in the hands of an active man of strong character 
and strong will, because, consciously or unconsciously, he impresses his 
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philosophy deeply upon the whole organization and its effects are felt 
throughout it. Once the situation is fully understood, it leads to 
corresponding clarification of an appreciation of the manner in which 
the company’s affairs are conducted. 


Lest you consider that I am over-emphasizing this subject, I refer 
to just one or two of many practical illustrations of weaknesses in 
executive management and in organization that come to mind. 


In one very large company it was found that more than forty-five 
persons responded directly to the General Manager. Immediately this 
was determined, a careful and tactful enquiry was undertaken which 
resulted in the following findings: in ability to delegate authority; 
personal pride that would not brook any “new-fangled ideas”; a plant 
operating much as it had done for years past; complete stultification of 
initiative throughout the organization; favourtism; and — may I draw 
your special attention to this vital point — no seconds-in-command being 
developed. I leave to your imagination the effect of stiff competition on 
this company’s profits. 


In the case of a medium-sized company, it was found, incidental to 
the examination into the organizational structure, that the President 
was a former plant manager. From further enquiry and observation it 
developed that he had not been able to alter his manner of thinking 
from that of a highly-skilled technician to an executive. The interim 
result: a first-class plant operation; sales force virtually non-existent; 
accounting staff relegated to mere bookkeepers, and not very good ones 
at that; and no sign — even in the plant — of seconds-in-command. 
Incidentally, this company could not determine its profit until the close 
of the year, after inventory-taking had been concluded and the work of 
the company’s auditors had been completed; the estimated interim 
operating statements were sometimes hundreds of thousands of dollars 
in error. The final result: exhaustion of capital followed by loans made 
by the parent company which became greater than the capital invested, 
additional loans from the banks and, to mark the conclusion of this 
dreary declension, insolvency and the closure of the business. 


By way of contrast, let us consider a more minor conclusion arising 
out of an examinaiton of the organizational structure of a very large 
company. It was found that the tabulating department, which serviced 
the whole accounting organization, responded to the Paymaster. The 
Paymaster knew little or nothing about tabulating machines and was 
blithely indifferent to their operation. As you might judge, the tabu- 
lating department was inefficient, no one took any interest in it, and the 
supervisor, an able man, was baffled and repressed. The reason for 
which the tabulating department responded to the Paymaster? The 
machines were installed in a semi-basement in the company’s large office 
building and most of the remainder of that space was occupied by staff 
under the Paymaster’s jurisdiction. Hence the logical conclusion that 
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the tabulating department should be under the authority of the Pay- 
master! 


By the time the analyst has obtained a clear-cut view of the orga- 
nizational structure of the company and has observed the business’s 
operations and its personnel at fist-hand he will be in a position to move 
fairly rapidly through the material which he must examine and analyze. 
His next step will probably be to review the financial statements. 


Financial Statements 


There are many ways of examining and interpreting financial state- 
ments, most of which are of a standard nature, such as the extraction 
from them of various ratios; of comparative figures for prior periods; of 
subsidiary statements such as statements of source and application of 
funds; and of break-even charts. I assume, therefore, that such topics 
should not be discussed at length or in detail on this occasion and shall 
therefore merely touch on some of those which I believe are especially 
pertinent to the subject we are considering. 


First, may I submit one overall comment for your consideration. It 
is, that observation and experience leads to the belief that far too little 
use is made by businesses of statistics and information made available 
from trade publications and associations and from authoritative services 
such as, for the sake of example, the Dominion Bureau of Statistics, the 
Federal Reserve Bulletin and the Harvard Bureau of Business Research. 
By the same token, insufficient comparisons are made by businesses of 
their own with competitor’s and trade figures. 


When dealing with simple comparative ratios of, say, current assets 
to current liabilities, the experienced analyst will probe a little deeper 
than the mere production of figures. He will direct his attention to 
such questions as whether a changing working capital position has been 
caused by a combination of top-heavy inventory, rapidly dwindling sales 
in a period of shrinking prices and disproportionately heavy overhead 
expenses, brought about by lack of planning or inaccurate planning; and 
whether sales are lost because insufficient credit is available to be ex- 
tended to the trade. In that connection, the old, tried and simple ratio 
of cash to current liabilities in order to safeguard. against undue satis- 
faction with the current ratio should not be overlooked. He will, of 
course, be interested in determining whether there is any imbalance of 
long — and short-term capital. Comparative ratios of operating profits 
to the total capital employed will serve to indicate the operating effi- 
ciency, while the rates of net profits to the shareholders’ equity demon- 
strate the business’s earning power. A close examination into the in- 
ventories should undoubtedly be made by preparing statements thereof 
divided into finished goods, goods-in-process, raw materials, and stores 
and supplies, not only by divisions but also by inventory elassifications 
and with due reference to obsolescence. Thereupon, ratios of the value 
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of Inventory to Net Working Capital would be ascertained to establish 
whether there is deviation from a perdetermined normal proportion, 
with the result that insufficient or too heavy inventories are carried. 


But an analysis of the balance sheet and surplus account does not 
present much difficulty to the proficient analyst and he will determine 
fairly quickly the company’s position from the viewpoint of its assets 
and liabilities and their inter-relationship. 


It is the operating accounts, both of themselves and in relation to 
balance sheet items, that will probably receive more concentrated 
attention. Some of the subjects to be considered under this category 
are the sales trends by products and by territories; and the ratio of net 
income to sales, indicating the extent to which the cost of goods sold 
— comprising chiefly labour and material costs — and operating ex- 
penses have been moving in relation to sales. Ratios of sales to working 
capital should be determined to ascertain whether they are fairly stable, 
for a mounting ratio may indicate too rapid expansion of the capital 
invested, unless it is attributable to an improved rate of turnover, while 
a falling ratio is, of course, a danger signal. 

The components of operating, selling, administrative, development 
and research expenses to sales will be established to show proportional 
variations in operating expenses. The ratio of monthly cost of goods 
sold to sales will be used to show the shorter-term movements in the 
gross profit margin, particularly if the figures are exhibited by product 
classification. The ratio of sales to average (monthly) inventories 
will establish the turnover and should be compared with the statistics 
of the industry concerned. 

When examining into the management organization of the com- 
pany, the subject of the efficiency of the fixed assets will probably have 
been discussed in a general way with operating officials. Now, ratios 
should be established to measure the efficiency, such as the rate of return 
on plant investment, and the ratio of investment in plant to cost of goods 
manufactured and to net tangible worth. Plant and its equipment 
might be looked into from the viewpoint of the results that may be 
expected from the introduction of more modern equipment. This 
subject of modernization of plant finds its parallel in the office by the 
replacement of manual methods by machine methods. In that connec- 
tion, the warning should be given that any comparisons made and esti- 
mates produced should be based on the best manual methods compared 
to modern machine accounting methods, not necessarily the present 
manual methods in force compared to those utilizing the latest account- 
ing machines. 


Planning and Control 


Earlier, I stressed the subject of Management organization and in 
doing so laid some emphasis on the first syllable of Management — 


425 











COST AND MANAGEMENT 


Man. Now, I would stress the subject of modern accounting and ad- 
ministrative planning and control, whether in the form of Inventory 
control, Cost control, or Budgetary control, or whether in the simple but 
nevertheless important form of control placed at the command of a fore- 
man by means of daily, weekly and monthly financial and performance 
reports on the operations for which he is responsible. 


Planning supplies the basis for action; control furnishes the correla- 
tion and coordination of action to implement the planning. 


By now the analyst will have ascertained whether the company 
makes use of scientific administrative planning. By such planning I 
mean not only production planning in terms of forecasts of sales by 
product lines and by sales territories, but planning at changing business 
levels, that is, the preparation of plans of action for each major class 
of product when and if changes in volume occur; and the projection of 
profits in relation to percentages of reduction in volume. It will not 
take long to determine whether such planning is really undertaken by 
the company. If there is no planning, comparisons shown in the finan- 
cial statements will inevitably be based on historical information as 
opposed to targets or standards, in which case Executive Management is 
open to the criticism that it is living in the past. 


Under conditions of scientific administrative planning and modern 
accounting control it is quite possible that fading profits may not 
require any action at all. Such a situation could well arise in the 
following way. It may have been decided by a company that the sales 
of its main, luxury product will dwindle over the next two or three years 
because, having sounded out the market and consulted all available 
information both within and without the industry, Management may 
have come to the conclusion that a tightness of cash is to be expected 
with the result that the product will fall out of the reach — or perhaps 
it should be better expressed, rise out of the reach — of the market that 
the company has been servicing. Thereupon, a policy decision may be 
reached to discontinue active sponsorship of the present model and 
inaugurate an active campaign of sales promotion and of factory pro- 
duction of a cheaper model which, it is estimated, will be better suited 
to the pocket of the consumer. Increased costs all round may then be 
expected to cause the profits of the company to fade. But — and this 
is the all-important point — they are expected to fade. Expected, be- 
cause the company’s operations are planned; Management knows what 
it is doing and where it is going; endeavour is in continual motion. 


It may be argued that planning and control has always been 
exercised from time immemorial in all businesses and it may be confi- 
dently declared that every human being must do a certain amount of 
planning and must exercise a certain amount of control. In Robert 
Kirk Mueller’s “Effective Management Through Probability Controls” 
it is recounted that as far back as 324 B.C. business men of those times 
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paid a Mr. Antimenes 8% per annum for insurance against loss of 
slaves. But this is not the sense in which I mean planning and control. 
I mean coordinated and unified planning for the operation of the 
business engaged in by all departments of the organization. This may 
best be exemplified by budgetary control, the expression in financial 
terms of the business’s operating plan. Detailed estimates of sales and 
sales income, of cost and of expenses are projected by the various sales, 
operating and administrative personnel. Production and operating de- 
partments are supplied with estimated shipments by the sales depart- 
ment, analyzed to the extent necessary to permit the production depart- 
ments to make estimates of cost of production. Service departments 
enter the picture and are required to submit estimates of their expenses. 
Then, the various budgets or estimated figures of each organizational 
unit in the company are submitted through channels of authority to a 
separate budget section where the assembly and coordination of all of 
them into a consolidated operating budget is effected for presentation to 
the executive management of the company. 


Such procedure permits a sensitive control over costs and opera- 
tions with the result that far-reaching benefits are achieved throughout 
the organization, not the least of which is that of inspiring greater cost- 
consciousness. It permits all levels of management to review on an 
up-to-date and realistic appraisal basis the targets that the company 
expects to attain during future periods and permits a comparison of 
actual with estimated results. Under such method of planning the 
attention of executive and operating management is focused on those 
items where deviations from plans occur. This takes up much less time 
than a complete review of all results — the usual practice under the 
system of historical reporting and comparisons employed by many 
companies, a system under which they are too often relegated to a state 
of viewing with regret. 


When this stage of a company’s development is reached, it has 
arrived at the point where profits will receive action whether they are 
increasing or decreasing or whether they are stable. Targets have been 
set, estimates have been made to serve as guides, and warning signals 
have been arranged for sufficient periods of time ahead for management 
and for operating supervisory levels to control the progress of their 
operations and to take immediate action when the signals turn yellow. 
And it must not be overlooked that this projecting into the future is 
continuous; revisions are made frequently as new circumstances arise; 
activity continues unremittingly. 


This is not an impossible dream. It is a state of affairs that has 
been achieved by a large number of companies and is well within the 
reach of any normal Canadian company whose Executive Management is 
on the alert, understands the value of planning and control, and has the 
determination to see that it is instituted, maintained and utilized. 
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Of course, there will always be found Executive Managements of 
companies that are not prepared to use modern methods of planning 
and control and will stoutly aver “Our company is different.” In such 
cases suffice it to remark, as did the Duke of Wellington when addressed 
as “Mr. Smith”, “if you can believe that, you can believe anything.” 

You will note the repeated references to Executive Management and 
will no doubt relate them to the stress laid on that subject at the be- 
ginning of this paper. Policy is the prerogative of Executive Manage- 
ment, the implementing of policy is the task of Management, and the 
actions to implement policy are undertaken by the personnel of the 
Organization. But equally important as the formulation of policy at the 
top is the factor of leadership. Be assured that without the full, en- 
thusiastic, support of Executive Management, planning and control will 
surely fail. 

I hope that I have not left the impression that planning and control 
is a panacea; that, introduced into a weak company, it will correct all 
defects and deficiencies, much along the lines of dabbing the drunkard’s 
nose with Chinese white, popping a peppermint into his mouth, and 
pronouncing him sober. Nor is it remotely suggested that it can replace 
good judgment; rather, it focuses attention on significant elements 
to provide a basis for good judgment. What it does and will do is to 
promote understanding of the company’s operations and problems, to 
identify trouble-spots — ahead of time, and to set targets. In a word, it 
permits of scientific management, as opposed to management based on 
a policy of heads-I-win — tails-you-lose. 

This is a convenient point to drop the reference to the imaginary 
analyst. By using him we have passed through the stages of touching 
lightly on a company’s organization; its financial statements and the 
extraction of pertinent information therefrom; and the subject of 
planning and control. The object has been to take the first step towards 
solving a problem, that is, to see it clearly, ta assess its magnitude and to 
visualize its implications. That having been done, we are in a position 
to take the measure of the problem and institute necessary action. 


Taking Action 

Throughout the subject-matter to this point frequent reference has 
been made to the word “profits” and, indeed, it is the predominating 
word in the title. Before proceeding further it is perhaps desirable to 
understand exactly what we mean by it. What actually is a company’s 
profit? The annual profit of a business owned by an individual has 
been taken to mean that which the owner in any year puts in his pocket 
or could, if he chose, put in his pocket, minus the expenditure. Insofar 
as the British conception of income tax is concerned, the profit of a 
company may be defined in very general terms as the surplus by which 
the receipts of the company exceed the expenditures necessary for the 
purpose of earning the receipts, the use of the word “profit” prima facie 
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invoking a deduction of the expenses properly incurred in realizing the 
proceeds out of which the profit arises. 


Untrammelled by considerations of income tax, the profit of a 
company may be regarded as a fund composed of receipts which must be 
applied to various purposes in succession. In this view, it is a fund 
subject to diminution by an indefinite succession ‘of disbursements or 
outgoings until it is finally dissipated. In its course from the initial 
receipt to its final distribution the fund must be computed at different 
points for different purposes. If the purpose is to find what the 
business returns to its proprietors in a form which they can enjoy as 
they choose, a point must be taken at which every other expenditure to 
which the fund must be applied has already been deducted. The profit 
can be said to be earned when it is dealt with as a profit. In ordinary 
cases this synchronizes with the realization of the sums which swell the 
assets. But it sometimes happens that a company holds at least part of 
its realizations in suspense and in that case it is only when finally the 
same is given to the shareholders that the final impress of profit is, so to 
speak, stamped upon it and then it is that the profit is said to be earned. 


This definition needs to be borne in mind when considering the 
subject of “fading profits require action”. It emphasizes the fact that 
operating under conditions of free enterprise — by which expression I 
infer a system on terms with authority which reconciles the need for 
central direction with the encouragement of individual effort — it is 
necessary that a return be made by the business, usually a corporation, 
to those who have taken the risk of placing their capital at its dispo- 
sition, the shareholders. This return is generally referred to by the 
payor as a distribution of profits and by the recipient as a dividend. In 
actual fact, the distribution of profits to a shareholder is not, to him, 
wholly a receipt of ‘profits since allowance has to be made by him for 
the interest on his capital that he has every right to expect in the ordi- 
nary course of things. If, then, he receives dividends at the rate of five 
percent on his investment and if the current rate of interest on gilt-edged 
investments be three percent, under those circumstances, the shareholder 
is receiving a profit of two percent on his investment for risking capital 
in a venture that is not guaranteed as opposed to placing his funds in a 
haven where the interest may be considered as certain. 


This leads to the appreciation of the fact that a business, to survive 
under a system of free enterprise, must be able to pay a reasonable rate 
of return on the capital made available to it. It is not sufficient for a 
company to break-even or do a little better than break-even, save under 
special circumstances, once it is operating under regular conditions, be- 
cause in that event the shareholder’s personal affairs are conducted at a 
loss. With that approach to the subject in mind, fading profits should 
be a source of grave concern to Management and it is incumbent upon 
it to determine, urgently, the reasons and to correct the deterioration. 
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The reasons for fading profits are legion, depending upon the par- 
ticular circumstances of each case. A fusillade of possible causes spon- 
taneously strikes the mind. The company may have priced itself out of 
the market; a new competitor or competitors may have arisen which can 
supply a product that renders the one in use out-of-date; the company 
may be stumbling under the load of too much deadwood, particularly at 
the top; its operations may be conducted by actions based on emotional 
decisions; it may have neglected the classic dictum laid down sixty years 
ago by the principal architect of the fortunes of the giant Union Corp- 
oration Ltd., Sir Henry Strakosch, “to be bold in adventure; conservative 
in finance”; and it may, of course, be subjected to some Act of God, 
some disaster which falls from the skies, or some force majeure which 
could not possibly have been foreseen. 

Confronted with the reason for fading profits, it should not be the 
task of Executive Management to grapple with the problem in the first 
instance in the search for the solution. A basic principle of command, 
and therefore of management, is that it is the duty of those responsbile 
for the conduct of operations to furnish recommendations for the con- 
sideration of the Executive. All too often, there is a tendency, particu- 
larly in larger corporations, to avoid the responsibility that is the privi- 
lege of seniority and, instead, delicately deposit major problems on the 
doorstep of Executive Management and sit back cosily to await eventu- 
alities. To take a simple example, if there is a heavy fall in sales, it is 
the Sales Manager’s duty to ascertain the reason for it and to provide 
the solutions which he considers right and proper in the premises. 
Executive Management is then in a position to relate the problem and 
the proposed solution to the operations — not forgetting the finances — 
of the business as a whole and to apply its own appreciation which may 
be influenced by wider considerations than the company’s or even the 
trade’s activities and may take into account national and international 
factors. 


Management Reporting 

Before appropriate action can be taken to deal with fading profits, 
Executive Management must be placed in a position to grasp the opera- 
tions of the business in a form that communicates the essential facts to 
it. This is done by management reporting. 

In addition to the usual monthly balance sheet, the statement of 
surplus, and the statement of operations, exhibiting comparisons with 
targets, Executive Management should be provided with financial re- 
ports, integrated with operating reports and showing the highlights of 
the business’s operations, such as an analysis of sales and of cost of 
sales; costs and expenses with variances and explanations thereof; 
analyses of changes in the financial condition; analyses of deviations 
from planned performance; and information reports for use in planning 
and in setting policy. 
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More and more it is being accepted as a part of good management 
reporting and of the promotion of team work for each supervisor and 
foreman to receive regular reports on the costs and expenses charged to 
his department or section as compared with targets and containing 
physical measurements such as tons or pounds and charges expressed as 
units thereof. It is essential that non-controllable costs and expenses be 
eliminated for this purpose, failing which it will invariably be found 
that the reports will not receive proper attention. Another essential is 
that they be issued as soon after the costs are incurred as possible. The 
difference of a day or even of a few hours can often mean the difference 
between interest and lack of interest in them. They may include reports 
of idle machine time and they should contain details of repairs and 
renewals, Since reasons for variances do not always suggest themselves, 
they should be added to the report by way of interpretation. 


Timing of management reports is important; they should be pro- 
duced according to schedule, never irregularly. 

Throughout, the principle of exceptions should be used in order 
to conserve time. Quality, not quantity, is the criterion of good man- 
agement reporting. Bearing in mind that in companies of some size it 
is not possible for Management to have intimate contact with persons or 
conditions, reports and statements must be employed to replace that 
contact. In selling, for instance, they must indicate the results of 
operations by products; by outlets, including possibly any large indi- 
vidual accounts such as, for example, either of the railway companies; 
and by salesmen; and they should then be coordinated and associated 
into long-term trends. 

This work is the task of the Comptroller. It is possibly the most 
important work that he and his accounting associates are called upon 
to do. The subject is referred to by Martin A. Moore in “Postwar 
Reports for Executives” in the following words: “The finest report 
technique is wasted if the individual receiving the report cannot or will 
not utilize the data presented. Without sacrificing sound accounting 
principles, reports must be tuned to the wave-length of the individual 
who must act on the facts presented. The light must be held not so 
the accountant alone can see but so that the Executive receiving the 
information can also see. Too often when reports are criticised the 
fault is not with the one receiving the report but with the accountant 
who prepared it.” 

In the final analysis, the accounting system must be made to provide 
the information required by the management even though the account- 
ant may question its utility or even be convinced that it is worthless. 

Adverting to the subject of management reporting in general, all 
too often it has been found that when Executive Management, particu- 
larly Boards of Directors, are confronted with a series of statements, 
individuals are apt to examine into those things which particularly 
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interest them and thereby fail to pay attention to the President or the 
executive who is interpreting and explaining significant factors. It has 
been suggested, and I submit it to you for consideration, that to combat 
this tendency visual presentations might be adopted in the form of 
tables or tabulations, charts, maps, and even lantern slides. 


To sum up, the declaration that fading profits require action may 
lead to some misunderstanding. A company’s operations require action 
whether there are abnormal profits, normal profits, small losses or 
abnormal losses. I submit, from the accountant’s and the adminis- 
trator’s standpoint, that a sound organizational structure, well-conceived 
planning and control, and adequate Management reporting will go far 
to avoid the necessity of springing into action because of the impact of 
fading profits. 
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The Use of Break-Even 


Points in Policy Decisions .. . 


By ALEXANDER CAMPBELL, C.A., 


Treasurer and Comptroller, 
Western Canada Breweries Limited. 


Break-even points are not only practical but vital for successful manage- 
ment of a business enterprise, this author maintains. By this means the 
executive can know the relationship of changes in selling prices, costs 
and volume and their effects on the profits of the company. He cites a 
number of interesting and useful examples to demonstrate his thesis 
that break-even charts and graphs can be vital tools of management in 
today’s competitive business conditions. 


NE hears much controversy about the practical application of break- 

even analyses. We have heard criticisms that their only use is as 
an exercise for accountants and theorists. Many accountants feel that 
they are the gimmicks of the management consultant or industrial engi- 
neer. True, these pioneers of better management are some of its 
greatest advocates but it is because they recognize its value to 
management. 

What, then, are break-even points? Break-even points and break- 
even analyses are a management tool. A tool to enable management to 
understand the interplay and the important relationship of the three 
factors of — costs — prices and volume, and their effect on profits. The 
understanding of these four factors is necessary to make important 
decisions that are based on facts instead of guesses. 

Historical accounting reports, although very useful, are not adequate 
in themselves for the needs of modern progressive management. Two 
of the most significant functions of management are planning for profits, 
and the control of profits. Management cannot “just let things happen” 
or wait until the next period to find out whether or not there will be any 
profits. Profits must be planned. First, it must be determined, in 
advance, what the profits should be under then known conditions. Then 
management must plan and control to assure that the planned results 
are attained. One of the real purposes of industrial accounting is to 
provide data which will help management to look forward, to plan and 
to control. 

Do you, in your business, know the answer to everyday management 
problems such as: 

(a) What is the effect on profits if selling prices are reduced 

by 10% on product “A”? 
(b) How much more sales must be secured to make up for the 
price decrease of 10%? 

(c) How much can sales drop off before showing a loss? 

(d) Is it more profitable to increase prices or increase volume? 

(e) How much additional selling expenses can be afforded to 

increase sales to plant capacity? 

(f) If sales exceed plant capacity, should plant be expanded? 
*Presented to Annual Conference, $.1.C.A. of British Columbia, Sept., 1954. 


433 











COST AND MANAGEMENT 


What is the effect on profits if capacity is expanded by 
25%, and what sales increase is necessary to offset the cost 
of carrying the enlarged plant? 

From these few practical questions, you will realize the close 
relationship between costs — prices — volume and profits. Unless these 
four factors and their specific influence on each other can be determined 
simply, quickly and accurately, management is without an effective tool 
for planning and control of profits. He cannot intelligently pian ahead; 
he cannot see the influence of specific price changes upon net profits; 
he cannot measure the effect of changing volume upon profits or upon 
unit costs; and he cannot determine how much of his loss or gain is due 
to good or bad performance, and how much is due simply to high or 
low volumes. 

The break-even point chart is a dynamic, graphic and simple 
method of illustrating the interplay and effects of costs — prices — 
volume and profits at various levels of activity. Break-even points are 
an elaboration of the accounting concept that revenue less costs equals 
profits. The key of the concept is that, in order to show volume in its 
proper relationship to costs, it gives recognition to the two types of 
costs: variable costs, which vary in direct ratio to production; and fixed 
costs, which are fixed in amount regardless of sales volume. 

A statement of profit and loss shows the amount of net gain or loss 
for the period. However, if such a statement shows a loss, it does not 
show what additional amount of sales would have been needed to 
eliminate the loss. When it shows a profit, it does not show what 
amount of reduction in sales would have wiped out the profit. The 
point in dollar sales volume at which neither loss nor profit is made is 
known as the break-even point. The break-even point graph shows the 
four factors of the equation as revenue less variable cost leas fixed cost 
equals profit. The break-even volume point is where revenue less 
variable costs equals the fixed costs. 

To test the break-even concept as a practical aid to sound manage- 
ment, let us assume we have been invited to attend a management 
meeting of our company (the R.L.A. Company Limited) for the purpose 
of assisting management to solve a few of the company’s current operat- 
ing planning problems. 

We will take into the meeting with us a series of exhibits showing 
the operational results and statistical data of our company for the past 
two fiscal years. 

Exhibit 1 shows a simple profit and loss statement for the past fiscal 
year. Costs, however, have been separated to show variable costs and 
fixed costs. The profit for the year was $600,000. The company operated 
at 83% capacity. 

Exhibit 2 shows revenue, costs and profits at various volume and 
price levels. These statistics can be calculated by formula but, for 
simplicity of interpretation, they are set out in detailed form. 
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THE USE OF BREAK-EVEN POINTS IN POLICY DECISIONS 





EXHIBIT 1 
R.LA. COMPANY LIMITED 
Statement of Profit and Loss 
for the Year ended December 31, 1953 
Sales: 200,000 units at $25 $5,000,000 
Costs: Fixed Variable 
Direct material .... $ 900,000 
Direct labour .... 1,000,000 
Factory overhead .... $ 700,000 300,000 
Selling and distribution 
expenses eRe : 500,000 300,000 
Administration expenses 600,000 100,000 
Total $1,800,000 $2,600,000 4,400,000 
Profit .. ree i $600,000 
Per unit sold — variable cost $13 a 
— profit ... . . $3 


Capacity production: 240,000 units 

Exhibit 3 is a simple break-even graph plotted from the data on 
Exhibit 2. Fixed costs of $1,800,000 are shown by the horizontal line. 
Total costs are shown by the diagonal line started from the left side of 
the fixed cost line. The break-even volume points at various selling 
prices are shown where the total cost line intercepts the sales revenue 
line. 

Exhibit 4 refers to one of our problems which is discussed later. 

Exhibits 5 and 6 are profit and loss statements and break-even point 
graphs for the 1952 fiscal year. 

The first question that is directed to us is in connection with sales 
volume. The company last year sold 200,000 units. By how many units 
did our sales exceed the break-even point? 

A quick glance at Exhibits 2 or 3 shows that the answer is between 
40,000 and 50,000 units. 

* * * * * 

In a discussion which followed, the question arose as to what was 
the maximum profit that could be made by the company with existing 
plant facilities and the existing selling price structure. 

Exhibits 2 and 3 show that the answer is $1,080,000. 

* * * ” * 

We point out that last year the company operated at only 83% 
capacity. Because our ratio of fixed costs to total costs is high, volume 
is therefore an important factor in our profit structure. The sales 
manager states that, if the company reduces the selling price of its 
product by 8% to $23 per unit, he could sell 240,000 units which would 
be 100% of plant capacity. We are asked to comment on the sales 
manager's proposition. 
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From Exhibits 2 or 3, we ascertain that by reducing prices 8% we 
must increase sales by 20% to make the same profit as last year, which 
was $600,000. Our break-even volume point would climb to 185,000 
units which is a more vulnerable position if sales decline. Our profit 
potential has been reduced because a profit of $600,000 is the maximum 
we can make under a price structure of $23 per unit at existing plant 
capacity. 

If we reduce selling prices to $23, there is also the possibility that 
our competitors would also reduce their selling prices, which would in 
all probability eliminate any increase in sales volume. If this happened, 
our total profit from a sales volume of 200,000 units at $23 per unit 
would be $200,000 or one-third of our profit at a $25 selling price. There- 
fore, a decrease in selling price of 8% reduces profit by 66%. 

* * * * * 


The sales manager brought forth another proposition. If the com- 
pany would authorize a 50% increase in his advertising budget, which 
was $300,000 for the past year, he could increase sales by 10%. We were 
again asked to comment. 

An increase of 10% in sales volume would result in the sale of 
220,000 units. The company’s profit on the sale of 220,000 units, after 
deducting an increase in advertising expenses of $150,000, would be as 
follows: 


Sales revenue of 220,000 units at $25 $5,500,000 
Fixed Costs ...... $1,800,000 
Increased advertising budget . 150,000 
Total fixed costs .. $1,950, 000 
Variable cost — 220, 000 3 x $13 . 2,860,000 
Total cost Saete 4,810,000 
DPGRE? 6 coda cas ae? eee $ 690,000 690,000 
Pett per welt... .......:. ; $ 7 ~ $13 13 


The profit graph illustrating the sini statement is shown on 
Exhibit 4. 

The second proposition of the sales manager appears to have more 
merit than his first. Fixed costs have increased by $150,000 and, as a 
result, the break-even volume point is at a higher volume level. Total 
profit, however, has increased from $600,000 to $690,000 or an increase 
of $90,000. The profit potential has decreased only slightly from last 
year’s results. Also, as advertising expense has an element of continuing 
benefit, successive years’ profits should gain by way of a further increase 
in sales volume or a decrease in advertising costs. 

* * * * * 

The president of the company reported that he was very pleased 
with the company’s progress during the past year. For the year ended 
December 31, 1952 sales were 180,000 units and profits $535,000 or $2.97 


per unit. 
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However, for the year ending December 31, 1953 sales increased to 
200,000 units and profits increased by $65,000 to $600,000 or $3.00 per 
unit. There was one factor, however, that puzzled the president and it 
was the relatively small increase in the unit profit. For the 1952 fiscal 
year the unit profit was $2.97 and for the 1953 fiscal year it was $3.00, 
an increase of only .03c per unit, whereas total profits increased by 12%. 
The president asked if we could explain the cause of this difference. 

We compared Exhibits 1 and 3 with 5 and 6 and commented as 
follows: 

(a) Costs were not maintained at the 1952 level as fixed costs increased 
by $150,000 and variable costs increased by .14c per unit. As prices 
and labour rates had not increased, there was a decrease in operat- 
ing efficiency. 

(b) The increase in profit from greater sales volume was lessened by 
the decrease in operating efficiency. 

(c) If operating efficiency for the 1953 fiscal year had compared with 
the 1952 fiscal year, profits would have been as follows: 


Sales revenue (200,000 units at $25) $5,000,000 
Fixed costs ; ere .$1,650,000 

Variable costs (200,000 at $12.86) 2,572,000 4,222,000 
Total profit $ 778,000 


Per unit $ 3.89 


If operating efficiency for 1953 had been maintained at the 1952 
level, profits, from the 10% increase in sales volume, would have 
increased by 45% instead of the actual increase of 12%. 

(d) The profit increase between 1952 and 1953 fiscal years is analyzed 
as follows: 


Increase in profit resulting from the increase in sales .. . $243,000 
Decrease in profit resulting from a decrease in efficiency .._ 178,000 
Net increase in profits . ; > es ....$ 65,000 





(e) The decrease in efficiency resulted in an advance of the break-even 
volume point from 135,000 units for 1952 to 150,000 units for 1953. 

* * 7 * * 
From the foregoing discussions I believe you will agree that break- 
even points are a practical aid to better management. 
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R.I.A. COMPANY LIMITED EXHIBIT 5 
Statement of Profit and Loss for the Year Ended December 31, 1952 
Sales: 180,000 units at $25 $4,500,000 
Costs: Fixed Variable 
Direct material $ 810,000 
Direct labour 890,000 
Factory Overhead £ 650,000 260,000 
Selling and distribution expenses 450.000 270,000 
Administration expenses . 550,000 = =——_—85,000 
Total $1,650,000 $2,315,000 3,965,000 
Profit eelansen $ 535,000 
Per unit sold — variable cost ___ $12.86 ins 
— profit $2.97 
Capacity production: 240,000 units 
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FOR FURTHER READING 


ADVANTAGES OF BREAK-EVEN INCOME STATEMENT COMPARED WITH 
CONVENTIONAL STATEMENT — A. Bac, Journal of Accountancy, Jan. 1951. 

MANAGEMENT LOOKS AT THE BREAK-EVEN POINT — F. V. Garner, Society 
for Advancement of Management Conference, 1949. 

BREAK-EVEN CHART AS A TOOL FOR MANAGERIAL CONTROL — R. P. 
Eastwood, American Management Association Production Series No. 186. 

BREAK-EVEN POINT CONTROL FOR HIGHER PROFITS — F. V. Gardner, 
Harvard Business Review, Sept.-Oct., 1954. 

METHODS AND POTENTIALITIES OF BREAK-EVEN ANALYSIS — Joel Dean, 
the Australian Accountant, Sept., Oct. and Nov., 1951. 

ECONOMIC AND ACCOUNTING CONCEPTS IN BREAK-EVEN ANALYSIS — 
L. Ageloff, New York Certified Public Accountant, Jan., 1954. 
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Some Significant Issues 
Confronting Management... 
A PANEL DISCUSSION 


Chairman: J. M. Thompson, Vice-President, Canadian Westinghouse 
Limited 


Panel Members: 

Grant Littlefield, Manager, T.B.A. Sales, Canadian Oil Companies 
Limited 

E. L. Jones, Secretary-Treasurer, George Weston Limited 

A. R. Winnett, Vice-President, Finance, John Inglis Company Ltd., 
and English Electric Company of Canada 

This panel discussion on management issues formed part of the technical 

sessions at the 33rd Annual Cost and Management Conference, held by 

the S.I.C.A. in July 1954. Mr. Littlefield spoke on Sales Forecasting, Mr. 


Jones on Operations, and Mr. Winnett on Labour Relations; each present- 
ing the situation as he saw it. Their remarks are reproduced here, 
together with some of the questions and answers from the ensuing 
discussion; and the Chairman’s summary of the panel’s views. 


Chairman’s Opening Remarks: 

The style of our conferences has been changing. During the war and 
in the immediate post-war period there was a race for production and 
the emphasis was on getting the most goods to the market as fast as we 
could. Hence our meetings and technical sessions were concerned with 
the problems of excess profits, and the best ways of conserving them. 
Tax problems and depreciation problems claimed a good deal of our 
attention. 1953 and 1954 marked the end of this epoch. We have come 
to the end of the high money-making period and we are here today to 
discuss some of the basic problems facing management in this period of 
sharp competition. 


1. SALES FORECASTING 


By Grant LITTLEFIELD 


Well, Mr. Moderator, you can’t get much of an argument when you 
say that we have entered a new era in business. Everyone, from the 


salesman, who used to sit in a hotel room and take orders by telephone, 
to the president, who developed ulcers because production kept falling 


behind sales, knows that. 

But whether the new era is going to be as painful as some executives 
think, is, I believe, a question. 

Now, admittedly, it is easy to be philosophic about the other 
fellow’s troubles. And, admittedly, we in the oil industry have been 
very fortunate. 

However, I'll take off the rose-coloured glasses and try to look at the 
question of sales forecasting from the broad viewpoint. 
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First, we’ve got to admit that we have some tough problems. Each 
problem must be studied and the impact on the particular business 
involved must be calculated. 

For instance, the wheat situation is something which has been 
bothering every firm that carries on a business in Western Canada. 
Credit restriction is certainly indicated and that, supposedly, means 
reduced sales. But — does it? The forecaster must ask himself: “Is 
my product an out and out luxury? Or is it something they’ve got to 
have?” 

Frankly, I shouldn’t care to be selling diamonds in Regina this year, 
but because we are not going to get as much for our wheat as we had 
hoped, doesn’t mean ruin for the prairies. What it does mean is that a 
careful analysis must be made. How drastic must our restrictions on 
credit be? What areas are badly hit? How about bank deposits — how 
much are they below normal? In short — how many dollars will be 
available for our product, provided we are smart enough to develop a 
plan that will pry those dollars loose? 

Next — what plan will do the trick? A sales contest? A dealer 
contest? A special disconnt for cash? More advertising? 

I don’t mean to labour over the situation in Western Canada. I’m 
using it to make this point — newspaper editorials and general economic 
pronouncements, even by recognized and informed authorities, are no 
substitute for analysis by management. 


The same is true of many other problems facing the sales manager 
today. Competition — often unfair “off-shore” competition — is pretty 
rugged in a lot of industries. High freight rates mean trouble for the 
poorly-located factory. Unemployment has become serious in some 


industrial centres. 


These things mean real trouble unless something is done about 
them. They make the sales forecast in a lot of industries a fairly grim 
picture. 


It is easy to criticize the Government but — what about our own 
efforts? Have we explored every avenue along which our sales volume 
might be expanded? Have we even located those avenues? Careful 
analysis of our markets might disclose untapped sources of revenre. 


At the beginning of these remarks, I cited the oil industry as being 
“fortunate”. I might have added that the automobile and rubber in- 
dustries have also been “fortunate”. And, gentlemen, may I assure you 
that, in very large measure, “good fortune” in these related industries 
has been the result of co-operative research and planning. The fact 
that high compression motors and high octane gasoline reached the 
motoring public at the same time was no accident. It was a co-ordinated 
effort to provide better motoring. Tires, built to withstand the terrific 
stresses inherent in high speed travel, were part of the same picture. 
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The so-called “adequate road” movement south of the border is a con- 
tinuation of it. 


What we are trying to do is to provide the public with the safest, 
most comfortable, most care-free transportation possible. Selfish — 
sure! We are after the maximum portion of the consumer dollar avail- 
able to us. But at the same time, we are rendering a very important 
service — indeed, the sure way to profit is always through real service. 


Just one more reference to the oil industry — filling stations, as we 
called retail gasoline outlets, were, in the 20’s and 30's highly profitable 
with only gasoline and oil in stock. Other merchandise was usually for- 
bidden. We could build the stations complete, including real estate, for 
$8,000.00 to $10,000.00; hire good men for about $25.00 per week and 
with the margin per gallon we then enjoyed — well, it wasn’t bad. It 
couldn’t last. 


Competition brought drastic reductions in margins. Suitable 
service station properties doubled and redoubled in value. Wages 
spiralled upward. A real problem faced the industry. It was solved, 
first by leasing the stations to the employees. Working for themselves, 
our lessees displayed sales ability and aggressiveness that surprised us 
all. Second, we began not only to allow such things as tires to be sold 
in the stations, we insisted on it. Today, the sale of tires, batteries and 
accessories is a vital part of the sales planning of every oil company. 

Just as the chain groceteria, under one roof, provides for all your 
food requirements, so does the modern service station provide for all 
your motoring needs. It’s a trend, gentlemen. 


Which brings us to a common problem — one that faces practically 
every manufacturer. What is happening at the retail level? Does the 
dealer who sells your product know all the talking points? If it requires 
installation, does he know how to do the job efficiently? If it requires 
service, is he equipped to give it as well or better than his opposition? 


Have you personally any real knowledge of the situation, or are 
you taking it for granted that your salesmen have these matters well in 
hand? May I suggest that a lot of top executives would get some shocks 
if they made some calls and asked some questions. 


We did; with the result that we instituted a corrective programme 
which has helped a lot. It’s a long process but well worth while, for 
isn’t it a fact that ‘the retailer is the most important link in your sales 
chain? He is in ours, 


In conclusion, at risk of being considered a starry-eyed optimist, I'll 
say this, I don’t believe there is anything incurably wrong with our 
Canadian economy. I don’t believe we face a depression or even a 
serious recession. Understand me, please, some isolated industries are 
in trouble and need help, but industry generally needs to take off its 
coat and go to work. My company is engaged in the biggest expansion 
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programme in our history. We are expecting 1954 to be the best year 
we've ever had. 

You may not be sufficiently fortunate to have your best year, but if 
you and your associates will analyze, plan and act you probably will be 
a long way from your worst. 


ll. OPERATIONS 
By E. L. Jones 


Industries are victims of environment. We tend to be wrapped up 
in our own special individual problems and pay no attention to eco- 
nomic and political predictions. However, we must get down to business 
and plan to identify our own problems and move in on them. 

We have passed through, in the post-war period, a time of insatiable 
demand, in which to produce meant to prosper. Most of our young 
executives have never known difficult times and this has undoubtedly 
influenced management perspective. A re-orientation is necessary to put 
the accent on sales, rather than production. We have all indulged in 
huge capital expansion, and as a result we now have a large production 
potential. Costs of operations and distribution have been and are rising. 
There is a market demand but the consumer is more selective, which 
means our break even points 2re high. 

We need to straighten ou! our thinking on price and cost. Price 
may be said to be basically uncontrollable, due to outside factors beyond 
our influence. 

We must reduce costs to increase demand, through better utilization 
of our resources. Alli our resources of men, machines, and techniques 
must be employed. Utilization means the best possible use of our pro- 
duction facilities to produce profit. It means also the best use of think- 
ing men and planned effort to see that our productive capacities pay 
off. 

The Company should make better use of its internal facilities — 
scrap reduction — more efficient production, all these add up to better 
utilization. There is a big area here for analysis. Essentially, what is 
needed is a programme of control, and control means a target, and a 
measuring of actual results against the standard. We must plan the 
products, the facilities, the sales, and the sales endeavour. 


As accountants, don’t be limited to book-keeping, help to plan the 
future of your company. Initiate new plans. Take a leading part in 
this programme of planning. 


Point out the need for sales, and the need for more efficient pro- 
duction. Analyse the sales department’s effort and promote investiga- 
tions. Your job is much more than money measurement — there is 

.de scope for the analytical ability of accountants to assist in the 
work of production and the sales departments. 
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Detailed studies are needed by product groupings and distributor 
territories. Better inventory control of finished goods is needed and 
better utilization of capital can be made by making inventory meet 
demand. We need standards throughout our entire production machine 
— the labour, the material, and the equipment. This will give us 
something to measure the utilization of our facilities. The main issues 
are the maintenance of profit levels and the improvement of our com- 
petitive positions, which can be made by better plans and the alignment 
of objectives. The future will not affect all companies in the same way, 
but utilization of opportunities and resources will be the key to your 
company’s survival and growth. 


ill. LABOUR RELATIONS 
By A. R. Winnett 

It is difficult to see any distant trends in this field. I would say 
there is a change in the emphasis by the Unions, in that outright demand 
has lessened. Two years ago the average increase was 9.9 cents per 
hour. Last year is was 5.9 cents and in 1954 the average to date has been 
5 cents. 

However, the emphasis has been switched to the fringe benefits 
rather than “across the board” increases. We must remember, however, 
that this does not mean any lower cost of labour. If one can point to 
any trend at all, it is for parity on the fringe benefits with the U.S. 
pattern. The guaranteed annual wage is coming into more prominence, 
but the exact form has not developed as yet. It must be considered of 
course, along with Unemployment Insurance and social security benefits. 
The size of the group under consideration is also of importance. 

Nevertheless, it is extremely foolish to disregard this trend. Counter- 
suggestions must come up. There are many problems — high labour 
content industries versus low labour content industries. The small 
lightly-financed industry could receive a staggering blow, faced with 
G.A.W. 

Job evaluation is being used a great deal by the unions, and basic- 
ally as a technique for a raise. 

I would say that there is little reason for office workers’ unions, 
provided management puts in properly administered salary plans, 
pursues a policy of promotion from within, organizes seniority as far as 
practical, and watches the discharge interview very carefully. You 
should improve your communications with the staff through staff meet- 
ings where discussions can be had on all related problems and, inci- 
dentally, put your own individual company story across. 


DISCUSSION 


Marketing 
Question: In changing service stations into department stores and 
turning food markets into general stores, how far can we go and is it a 


good thing for our economy generally? 
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Mr. Littlefield: I do not remember saying that we were changing 
service stations into “department” stores. Approximately the statement 
was, “under one roof, the modern service station can satisfy almost every 
motoring need, just as the modern food market can, under one roof, 
satisfy almost every food requirement.” 


However, how far we can go — indeed, how far we will go — is only 
limited by what the public wants. If some oil company puts in a line of 
men’s overcoats and makes a success of it, undoubtedly the rest of us 
will build stations complete with coat racks and full-length mirrors. 


An American chain of food markets is using a portable gasoline 
dispenser to sell gasoline to customers putting cars on its parking lots. 
Chain stores have a tremendous real estate investment in these parking 
lots, and one smart organization is trying to make a profit on it. If it 
works, you will eventually see them all follow suit. It’s a trend, the end 
of which no man can foresee. 


Whether the trend is good for our economy is an open question. 
Personally, I think it is. The “Shopping Centre” is the latest link in 
this very logical chain of development. It had to come to care for the 
needs of the thousands who, by necessity or by choice, have moved into 
what was, a few years ago, the wide open spaces. Industry is following 
— look at the beautiful factories built and being built far out in the 
country! This process of decentralization is the direct result of the 
one-stop service station and the food market. Good or bad, if the time 
ever comes that an Atom Bomb drops on the corner of King and Yonge 
Streets, we'll be mighty glad that enough people live beyond the blast 
area to come in and pick up the pieces. 


Question: The loss of foreign markets and the increase of foreign 
competition have caused serious problems in Canadian Industry. Would 
the Panel recommend devaluation of the dollar as an answer to giving 
Canada a better trade balance? 


Mr. Littlefield: This is, of course, a personal opinion. The other 
members of the Panel might disagree but, as far as I am concerned, the 
answer to the above question is definitely — “No”. 

Excluding gold, our imports (1952 to the contrary) ordinarily 
exceed our exports by a wide margin. Thus, while a devalued dollar 
might help a few industries, I believe that, generally speaking, it would 
tend to raise manufacturing costs and make the situation not better but 
worse. 

The truth is that we have priced ourselves out of many world 
markets. Two main factors are responsible — high labour costs and 
high corporation taxes. In industry, we cannot afford any further wage 
increases, either direct or by way of “fringe” benefits. And we cannot 
afford annual government spending at the rate of $300.00 per capita. 

Greater productivity, lower manufacturing costs and elimination of 
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every unnecessary item from the National Budget will, for Canadian 
Industry, do far more than artificial devaluation of the Canadian dollar, 

Question: What facts should be considered in selling direct 
through your own sales organization versus selling through distributors 
at substantial sales discounts? 

Mr. Littlefield: I think the first thing to consider is the nature of 
the product in question. A staple, slow-moving item which is purchased 
by the retailer in small quantities cannot profitably be sold direct, 
unless the manufacturer has a lot of such items. It costs a firm at least 
$4.00 every time one of its salesmen makes a call. The salesman must, 
therefore, average sales which produce a net profit of $4.00 per call, 
just to break even. 

Thus, as an example, most hardware manufacturers merchandise 
their products through wholesale hardware jobbers. The salesman for 
the jobber carries a catalogue in which are listed hundreds of items and 
brands. 

Therein lies the second point to consider — selling through dis- 
tributors means a bigger advertising budget. The hardware salesman is 
not going to extoll the merits of Doakes’ Superior Nails. He’s going to 
say to the retailer, “Need any nails?” Any recognition of the quality of 
Doakes’ product either by the retailer or the consuming public must be 
won through adequate and usually expensive advertising. 

Thirdly, if a product can be sold direct at a satisfactory profit, a 
corps of smart, hard-working salesmen will undoubtedly bring the maxi- 
mum sales volume. Furthermore, sales volume obtained by direct selling, 
unless affected by some very adverse circumstance, tends to grow. This 
usually means reduced manufacturing costs and greater profit, which in 
turn means more money for advertising and expansion. The whole 
operation, if management is sufficiently aggressive, can “snowball” to a 
point where costs are at an irreducible minimum, and sales limited only 
by the ability of the market to absorb the’ product. 

Direct selling, of course, means higher administrative costs — extra 
managers, supervisors, etc., plus far greater “book-keeping” expense, but’ 
it is my opinion that with any article bearing sufficient profit to make a 
salesman’s call worth while, it is by far the better road to follow. 


Labour 

Question: We have budgets for materials and overhead, why not 
for labour? 

Mr. Winnett: Budgets for labour would have to be on a calculated 
risk. We have some control on material costs. If a change in price or 
supply occurs, it is possible to get a new supplier, both to ensure con- 
tinuing deliveries of materials and also to maintain standard price. The 
Guaranteed Annual Wage may seem like a budget for labour, but I 
would point out that it is really too long term. We must guarantee for 
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52 weeks per annum, and no withdrawal can be made from the policy 
set, once you agree to the G.A.W. In the one case it is possible to change 
in mid-stream to maintain the budget figure, in the other there is some- 
what less flexibility. 

Question: Since Unions are organized at top levels, should man- 
agement organize in the same way? 

Mr. Winnett: Some pooling of information is done. The pulp and 
paper industry get together on an industry wide basis and some of this 
is done also in Great Britain. The trend in Canada is very slight. 


Accounting and Management 

Question: Has accounting too much influence on management 
these days? 

Mr. Jones: In the earlier days the sales department was un- 
doubtedly paramount in the management function. At a later stage 
production problems were the chief interest of manufacturing concerns, 
and hence the production function assumed leadership. The tendency 
today is away from specialized training at the manager level and we find 
now that the general manager is trained in all functions of the business. 
The accountant, by the very nature of his work, has contact with all the 
functions in the business concern, hence he tends to develop an under- 
standing of all related business problems. Any study of the duties and 
responsibilities of the comptroller these days, will show widespread 
interest and ability to participate in and advise on almost all business 


functions. 


Anti-trust Legislation 

Question: What interest should industrial accountants take in the 
field of anti-trust legislation? 

Mr. Thompson: I cannot see where anti-trust legislation has any 
direct association with the work of the industrial accountant. However, 
this legislation is of such great importance and significance to business 
in Canada today that everyone associated actively in management should 
have a knowledge of this legislation and be able intelligently to discuss 
its implications — at least in broad general terms. The accountant, 
though, should not attempt to become an authority on the subject but 
should leave this strictly to the lawyers who are charged with this 
responsibility. 


Price Maintenance 

Question: What do you think of retail price maintenance? 

Mr. Winnett: I would say that the situation is chaotic at the 
moment. It is a new set of conditions and industry has not faced up to 
it. Salesmanship at the retail level is poor. 

Mr. Jones: There is no doubt that the loss leader creates a terrific 
penalty on brand merchandise. 
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Mr. Thompson: I feel that this is a subject for a panel discussion 
in itself. Opinion is sharply divided. The main problem, as always, is 
getting goods to the customer at a reasonable price. Since this is a 
Government policy, we must live with it. 


Overhead 

Question: Is overhead allocated to individual locations, based on 
departments? 

Mr. Jones: Goods are charged out to a particular division at 
specific list prices less discount equalling the cost of distribution and 
profit. 

SUMMARY 


By J. M. THompson, Chairman 


To sum up the marketing problem, it would appear that we must be 
alert to changing marketing conditions. We must adjust the technique of 
our operations to meet existing conditions. The Company with sales 
and marketing problems must organize them and do something about 
them. As far as the accountant is concerned, he should develop profit 
and product groups, and statistical analyses of sales. 

I like the emphasis made on utilization of our resources. We must 
use all internal facilities of finance planning and production. 

Our speaker on labour has told us that there are hidden raises in 
the union contracts, but the fringe benefits may be just as costly as the 
“across the board” increase. I wonder how many of us here know 
exactly what our fringe benefits cost us in cents per hour. As far as the 
trend towards office unions, it would appear that we don’t have to have 
them if we take the right steps to avoid them. 

To sum up the Panel Discussion, it is apparent that we must have 
plans. We must know what we are doing for long term objectives, and 
know how and when we are going to attain them. We must have a 
common understanding of our company’s profit objectives, that is all 
people at the management and administrative level must be in agree- 
ment on the return on investment needed. Our production potential is 
so high that it is necessary to export. Unfortunately, with our great 
natural resources there is very little that we need. However, we must 
import to maintain some semblance of a trade balance. This problem is 
also sharpened by our present high cost of production. This internal 
and external problem makes competition greater in Canada than any- 
where else in the world. 
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Student Section... 


ADVANCED COST ACCOUNTING — 1954 — PAPER 1 


QUESTION 1 (20 marks) 

The Grey Company produces a chemical salt called Product X; during the 
manufacturing process another Product called Y results. For the month of February 
1954, the manufacturing costs of the two products are as follows: 


Manufacturing 
Material Labour Expense 
Costs before separation (Dept. A) $76,000.00 $ 41,800.00 $22,800.00 
Costs after separation: 
Product X (Dept. B) . : 17,400.00 112,000.00 22,400.00 
Product Y (Dent. G) ........:... 2,000.00 6,000.00 1,200.00 


A total of 200,000 Ibs. was put into production in Dept. A of which 150,000 was 
transferred to Dept. B for additional processing of Product X; and 40,000 to Dept. C 
for additional processing of Product Y; the remainder was lost in production. 
In Dept. B, 130,000 Ibs. were completed and transferred to the finished goods 
warehouse, 15,000 Ibs. were still in process, with all material added, and 6674 of 
labour and expense added, and 5,000 Ibs. were lost in process. In Dept. C, 30,000 Ibs. 
were completed and transferred to the finished goods stock room, and 10,000 Ibs. were 
lost in process. 

The sales price of Product X was $5.00 per Ib. in February and the sales price of 
Product Y was $.56 per Ib. 


REQUIRED 

Assuming selling and administrative expenses applicable to the two products to be 
$2,500 for Product X and $600 for Product Y, prepare departmental statements of 
manufacturing and cost of goods sold and profit and loss assuming all products pro- 
duced are sold. Product Y should bear its proportion of cost before separation. 
Costs of Dept. A should be allocated on a weighted average basis. Indicate which 
method of accounting for lost units you have used. 


SOLUTION TO QUESTION 1 





GREY COMPANY Schedule A 
Dept. A — Costs prior to separation. Month of February 1954 
Material . : $ 76,000.00 
Labour .... 41,800.00 
Manufacturing Expense ___ 22,800.00 
$140,600.00 
Production = 190,000 Ibs. : 
Unit Cost = 74c per Ib. 
Schedule B 
Depts. B and C — Costs before and after separation. Month of February 1954 
Costs from Dept. A Product X Product Y 
allocated on weighted average 
as follows: 
Main product 
150,000 Ibs. x $5.00 = 750,000 
40,000 Ibs.x .56—= 22,400 
172,400 
Product X 
750,000 x 140,600 = $136,523.00 
772,400 
Product Y 
22,400 
772,400 x 140,600 = $ 4,077.00 
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COST AND MANAGEMENT 


Costs after separation 


Material 
Labour 
Manufacturing Expense 


Less closing inventory in process Schedule C 


Material 
Labour a 
Manufacturing Expense 
Previous Dept. 
Previous Dept. Costs 
15,000 @ .9415 = 
15,000 @ .12 
10,000 @ .80 
10,000 @ .16 


Al Ul 


Grey Company 


Equivalent 
Production 


145,000 
140,000 
140,000 
145,000 


17,400.00 
112,000.00 
22,400.00 
288,323.00 
25,522.50 
$262,800.50 


Costs 


17,400 
112,000 
22,400 
136,523 


2,000.00 
6,000.00 
1,200.00 


~ 13,277.00 


Schedule C 


Unit Costs 


14,122.50 
1,800.00 
8,000.00 
1,600.00 


25,522.50 


Departmental Statement of Manufacturing and Profit and Loss 


Sales 
Cost of Sales — per schedule B 


Gross Profit 


Administrative and Selling Expenses 


Net Profit . 5 tet i Se 


COMMENTS 


Candidates found difficulty in allocating the Department B costs on a weighted 
average basis. Approximately 50% obtained a pass on this question. 





Product X 


650,000.00 
262,800.50 


387,199.50 
2,500.00 
384,699.50 





Product Y 
16,800 
13,277 


3,523 


600 
2,923 


A. V. HARRIS, C.A., R.LA. 








